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EXAMINATION OF QUALITY OF CARE UNDER
MEDICARE’S PROSPECTIVE PAYMENT SYSTEM

TUESDAY, JUNE 3, 1986

U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, DC.

The committee was convened, pursuant to notice, at 9:35 a.m. in
room SD-215, Dirksen Senate Office Building, Hon. David Duren-
berger presiding.

Present: Senators Durenberger, Chafee, Heinz, Symms, Grassley,
Baucus, and Mitchell.

[The press release announcing the hearing and the prepared
statements of Senators Packwood and Heinz follow:]

{Press Release No R6-045H)

Finance CoMMITTEE To ExamMiNgE QuALITY OF CARE UNDER MEDICARE'S PROSPECTIVE
PAYMENT SySTEM

The Senate Committee on Finance will examine the issue of whether or not the
quality of health care for older Americans has changed as a result of Medicare's
prospective payment system, Chairman Bob Packwood (R-Oregon) announced today.

Senator Packwood said the hearing would begin at 9:30 a.m., Tuesday, June 3,
1986, in Room SD-215 of the Dirksen Senate Office Building.

Senator Packwood explained that the Medicare prospective payment system was
implemented in conjunction with a number of safeguards designed to protect the
quality of health care. “l am gravely concerned about allegations that because of
the prospective payment system, Medicare beneficiaries are beinf released from hos-
pitals before their need for acute inpatient care has been met. I also am concerned
about patients who are discharged without an appropriate plan for their post-hospi-
tal care, and about reports that post-hospital services, such as skilled nursing facili-
ty and home health care may not be available.”

Senator Packwood staied that he is aware of the incentives and potential for pre-
mature discharges. “If the data is not available to demonstrate a problem, the po-
tential certainly exists. The purpose of this hearing is to examine what is known
about the extent or potential for premature discharges, to examine the existing safe-
ggards, and to solicit views on what changes might e made to assure that Medicare

neficiaries are not denied quality health care.”

The Chairman said the Committee expects to receive testimony from representa-
tives of the hospital industry, peer review organizations, the research community,
and beneﬁciari representatives.

Senator Packwood also noted that witnesses and others should take the opportuni-
ty to grovide their views on a recently proposed bill to address the qua itgeprob-
lem—S. 2331, “The Medicare Quality Protection Act of 1986”, sponsored by Senator
John Heinz (R-Pennsylvania) and others.

OPENING STATEMENT OF SENATOR Bos PAckwoop

We are here this morning to examine a matter of considerable interest to me and
to other members of the Finance Committee—the status of health care under the
prospective payment system and whether or not Medicare beneficiaries are receiv-
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ing high qualitgl' care under the new system. | have co: vened this hearing to review
the facts and the available data behind allegations that Medicare’s perspective pay-
ment system has caused beneficiaries to be prematurely discharged from some hosp-
tials before they are medically ready and able to leave. Concerns also have been ex-
pressed that Medicare beneficiaries do not have adex‘:late access to post-hospital
care services, such as nursing home care or home health visits, because the hospital
either failed to develop an adequate discharge plan, or because Medicare's payment
rules for post-hospital care do not accommodate a health delivery system that now
emphasizes cost-effective outpatient care.

In 1983, health care costs were out of control and the Medicare trust fund was on
the verge of bankruptcy. We took a hard look at the problem then, and decided that
we would eliminate the “fat” in the hospital payment system. Thus, we passed legis-
lation creating the prospective payment system. Under PPS, we gave hospitals a fi-
nancial incentive to avoid unnecessary services and to lower costs. We Enew that
hosptials, in conjunction with physicians, should make decisions on which services
were necessary and which were not. As a result, there have been a lot of changes.
For example, under the old cost system, a patient might have been admitted to the
hospital a day or two early in order to “rest-up” before his or her treatment. An-
other patient might stag an extra day or two after his or her treatment until it was
more convenient to go home. Under PPS, these types of medically unnecessary and
what some have called “social’ hospital days, are no longer reimbursed as acute in-
patient services. We also know that before PPS, physicians could order any medical
test or procedure, including surgery, whether or not it was needed. Often these serv-
ices involved unnecessary risk to the patient. Now, physicians are being asked to
order only those services that are necessary for the patient’s diagnosis, treatment,
and recovery. Do these changes lower qualité care or merely alter the type of care
to which patients have been accustomed? Other system changes that have been
made and the impact of these changes on the Medicare patient's health either in
the hospital or after discharge need to be explored.

When Congress enacted the PPS legislation, we intended the system to efficiently
and effectively deliver medically appropriate and necessary care of high quality.
However, we also recognized that there were incentives inherent in the system that
had the potential to increase hospital and physician revenues at the patient's ex-
mnse. Congress therefore built in a number of safeguards to assure that Medicare

neficiaries were protected from potential abuses. These included special payment
provigions for complex cases, independent review through peer review organizations,
and special reporting to Conireas.

Today, we will examine whether these safeguards are working. Are the problems
that we hear about due to the transition to a new payment system? Or is there a
flaw in the system that we had not anticipated? If modifications are required, we
want to make the necessary adjustments. If new safeguards are required we want to
make the necessary additions. -

Today, we ask our witnesses for specifics. We want to know whether or not pa-
tients are being admitted or readmitted to a hosptial appropriately; whether or not
access to necessary medical care has changed; whether or not tests and procedures
are adequate; whether or not discharges are premature; and whether appropriate
post-hospital services are available. If there is a problem, we want to know how
widespread it is and how it is distributed across ﬁyment categories, patients, and
¥eografhic areas. Further, I want your recommendation on how the problem can be

ixed. If data on the groblem is not yet available, I want to know how we can pro-

tect beneficiaries in the interim. Your comments also will be welcome on the provi-

;}ops in S. 2331, the Medicare Quality Protection Act of 1986, introduced by Senator
einz.

Unfortunately, because of my involvement with the tax reform bill, I will be
unable to remain here this morning to hear the evidence presented. The tax bill is
at a very critical stage in the legislative process. It offers important benefits for
Medicare beneficiaries, as well as all Americans, such as simplification and lower
tax rates. Since we will soon debate the bill on the Senate floor, I have asked Sena-
tor Durenberger, who is the chairman of the Subcommittee on Health, to chair the
hearing this morning. Senator Durenberger's interest in assuring that Medicare
beneficiaries receive high quality health care goes back a long way. He was instru-
mental in developing legislation to establish Peer Review Organizations, or PROs,
whoee job it is to monitor quality of care under the Medicare program.

I want to thank each of the witnesses here for sharing their perspective and
knowledge on this important issue. I have asked the staff to consider the provisions
in S. 2331 as well as the bill Senator Durenberger intends to introduce next week, in
order, to produce a package of proposals for the committee’s consideration.
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STATEMENT OoF DAVE DURENBERGER

The federal government’'s commitment to health care has traditionally centered
around the twin national objectives of assuring access and quality for all Americans.
Twenty years ago, Congress established Medicare as a way of delivering on that
commitment for this country's elderly and disabled.

But, in 1966, our definition of “quality’ was quite different from today. In fact, by
today's standards, access was given much greater emphasis than quality in a system
often characterized by long stays in the hospital, and patients who were examined,
but not treated, and cared for, but not cured.

In the last twenty vears, however, advances like intensive care units, and amazing
new diagnostic tools, pacemakers, by-pass surgery, cancer therapies, and same da
cataract operations, have changed the definition of quality medical care for all
Americans.

For the elderly and disabled in particular, the hospital is no longer simply a place
to convalesce or to die. Now, thanks to advances in medical science, the hospital can
be a place to renew, and even improve, life.

With all these advances in modern medicine, however, have come new challenges.
New, more expensive procedures and devices—when combined with Medicare's fi-
nancing arrangements resulted in better access to effective care for beneficiaries,
but also tremendous increases in cost for both beneficiaries and the American tax-
payer.

The Medicare “money machine” very naturally lead doctors, hospitals, and their
patients to think that “‘more medicine’” was automatically “better medicine.”

Eventually, concern arose among many Americans that the “more is better” prac-
tice standard was not only too costly, but might also mean “too much’ medicine,
particularly in the case of expensive hospital services.

These concerns led to a traditional regulatory response on the part of government
with “Certificate of Need" legislation and the genesis of the Professional Standards
Review Organization (PSRO) program, and, later, the Peer Review Organizations
(PROS) which I helped to develop. -

Action on the regulatory side, though, was only part of the answer. Payment
reform had to be the major driving force to bring incentives for the providers in line
with the actual needs of the beneficiaries. The advent of the per case pricing for
hospitals in 1983-—payment by Diagnosis Related Groups (DRGs)—replaced the tra-
ditional cost-based payment system and brought with it a “new day” in hospital
care for Medicare and the millions of Americans it serves.

Now, instead of “more is better,” the new Medicare payment system sends doctors
and hospitals a signal that patient care should be managed carefully and that pa-
tients should receive only that care which they need.

These significant reforms are working largely as intended. Hospitals and other
providers have responded well. The new system has given the Medicare hospital
trust fund billions of dollars in savings and has given efficient hospitals the ability
to make profit margins necessary to maintain financial viability.

While the signals of the new {iedicare payment system have been clear to hospi-
tals and doctors, they have not been as clear to elderly and disabled Medicare bene-
ficiaries. Many patients have been confused about what “quality’”’ can mean when
they are directed away from traditional hospital settings for treatment or dis-
charges after what seems like very shcrt hospital stays. And, many older Americans
are concerned that the new payment system leaves the potential for providers to
“short-sheet’ patients on quality.

These concerns have led at least some older Americans to conclude that they may
be worse off under the new Medicare involved with the “more is better” philosophy
of the past, we must now confront the risks of an approach which seems to be
saying that “less is better.”

he Finance Committee—and its Health Subcommittee—are indebted to our dis-
tinguished colleague Senator John Heinz and his Select Committee on Aging for the
very appropriate leadership they have taken in monitoring the reaction of elderly -
Americans to changes in doctor and hospital behavior as a result of the new Medi-
care payment system.

These and other concerns which have been raised about the effect on quality of
recent Medicare changes are at the heart of today’s hearing. To put it quite bluntlr.
we want to know whether and to what extent hospitals are “short-sheeting’ elderly

atients.
P One often-cited indicator of lower quality is the estimated three to feur thousand
premature discharges of Medicare patients identified since 1983. Witnesses this
morning will report differing interpretations of the early discharge issue. And, I'm
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sure we will hear some discussion ard debate about how high or low the actual
number of these early discharges really is. But, we mnst be careful to sort out the
extent to which early discharges actually reflect a systematic reduction in quality of
care for Medicare patients.

The hearing will, therefore. focus on three critical issues:

First, are these three to four thousand early discharges the tip of a “quicker and
sicker” iceberg? Or, are they exceptions to the rule of generally good medical prac-
tice? Do we even have the ability to answer this question? Can we, in other words,
answer, with facts, this critical question?

Second, how much of the concern over premature hosptial discharges can be ot-
tributed to the fact that DRGs changes the practice of medicine overnight, while all
of us forgot to tell the beneficiaries?

Before 1983, Medicare patients could expect to stay in a traditional hospital set.
ting until they were completely recovered. This meant that many hospital stays in-
cluded what one might call “social days,”: or days during which the patient didn’t
actually require acute care, but couldn’t arrange for, or afford, the less intense post-
hospital care actually needed. So, the patient stayed in the hospital and the hospital
sent the total bill—including the cost of the “social days"—to Medicare’s hospital
trust fund.

Now, however. hospitals have no incentive to encourage either inappropriate ad-
missions or longer-than-necessary stays. And PROs won’t allow eitger. Medicare
now pays hospitals only to care for people who actually need hospital care not for
people who can and should be treated in less expensive, but still very appropriate
settings.

Thousands of older Americans, for example, are having cataract and other types
of surgery in same-day surgery centers. And thousands more receive cancer fighting
chemotherapy treatments in outpatient departments and, increasingly, in their own
homes. All Americans are having to get used to these kinds of changes in the prac-
tice of Medicine. Mothers no longer spend five days in the hospital “resting up”
after the birth of a baby. And dozens of tests and other procedures which used to
require hospitalization are now done, routinely. in doctors’ offices all over America.

Third, how much of the concern over premature hospital discharge is really a con-
cern over patients’ inability to find the non-hospital settings or post-hospital care
they need?

As I have said, Medicare's new payment system means that patients will be ad-
mitted to hospital only when hospitalization is needed and discharged from the hos-
pital as soon as hospitalization is no longer necessary.

In the days of cost-based reimbursement, Medicare paid the cost of convalescent
care when it paid for all the hospital days the doctor ordered. Now, however, Medi-
care has made it clear that his type of care must be provided outside the expensive
hos;}).ital setting. Yet, Medicare hasn’t changed its post hospital care structure.

This leads one to logically ask the question “Should Medicare now pay more of
the share??f post-hospital care—particularly since the burden of that care has now
inc

My tentative answer to that question is “yes,” but we haven’t yet conformed the
geyment systems for nursing home, home health and other alternatives to ease the

urden of choice on the patient and the doctor.

As I read the testimony that was submitted for this hearing either these three
issues in mind, I was struck by the work of the General Accounting Office and the
Office of Technol Assessment. Those two agencies did not conclude that there
was a quality problem. But, they don’t conclude that there was not a quality prob-
lem, either.

Instead they concluded that there is—amazingly enough—no date with which to
tell whether there is a quality problem with the new Medicare payment system.

That conclusion leads me to call for a united effort to get the information we all
need to really answer the questions asked by today's hearing. 1 understand that
Blue Cross/Blue Shield is establishing a nationwide, computerized information-shar-
ing network which will cover 80 million patients. I'm sure there is much the federal
government can learn from this kind of national health data network.

In a letter to Secretary Bowen, Senator Heinz and I have already expressed con-
cerns about specific problems with the administration and organization of Medicare
data which inhibits its usefulness in evaluation of the effects of major policy
changes on Medicare beneficiaries.

Similarly, to my knowledge, HCFA has made no systematic effort to create a
usable PRO research data base. Therefore, PROs do not perform their reviews in a
way which allows the data to be analyzed to identify regional variations in treat-
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gnen:‘ patterns or to conduct national evaluations using objective measures of qual-
ity of care.

In order to in to remedy this situation, [ intend to introduce next week legisla-
tion which should help fill the critical gaps in our current knowledge of the needs of
Medicare beneficiaries and the quality of care they are receiving.

That legislation, the “Medicare Iniormation Act of 1986" will implement several
of OTA's recommendations and those we hear today for improving the usefulness of
existing and future Medicare information.

This legislation will create a new Medicare “Quality Barometer System”—or
QBS— to provide both administrators and policy-makers with the kind of informa-
tion they need to address the issue of quality of care without dependence on anec-
dotes and estimates.

And, this legislation will take a longer view, beyond the immediate quality ques-
tions raised by DRGs. It will helﬁ Medicare to buy value for its beneficiaries, by
establishing a program to study the health outcomes of Medicare patients who un-
de:f{c procedures for which utilization varies. Such studies are essential if we are to
uge erstand better how to determine which and what level of care is really-the
“best” care.

Finally, I'd like to take this opportunity—while representatives of all segments of
the health care delivery system are together here—to remind all of us that ‘“‘qual-
ity” isn't an issue which can be resolved by one hearing or by one bill or regulation.

A reporter asked me the other day if 1 had introduced any “quality” bills. My
answer was that every bill 1 have authored addressing health care” reform is a pa-
tient “‘quality of care™ bill. Making sure that health care is more cost effective
means getting better quality through wiser use of financial and medical resources.

But, in meeting this obligation, hospitals and doctors can’t be “‘short-sheeted” any
more than patients.

Ensuring quality care, in other words means making sure that money isn't arbi-
trarily taken out of payments to hospitals for capital or physicians’ fees. And, it
means that hospitals and physicians must be given the correct economic signals to
protect quality cf care for beneficiaries.

Across-the rd freezes and uniform DRG adjustments that fall way below in-
creases in costs are not consistent with meeting this obligation to ensure quality.

We are fortunate to have with us today a distinguished set of witnesses to help us
explore both concerns about the effect of the current Medicare payment system on
quality and the adequacy ef present information sources in answering that critical
question.

STATEMENT OF SENATOR JOHN H. CHAFEE

Mr. Chairman, ever since the prospective payment system was enacted three
years ago, | have received mixed reviews on its elzl"ects. Today's hearings are a criti-
cgl s:gp b;n the process of looking at the program and deciding what our next steps
shou .

One of the most compelling reasons we decided to develop PPS was our acute con-
cern about the rapidly increasing cost of health care and especially the continued
escalation in the cost of the Medicare Program. There is no doubt that the new
system has been effective in containing the cost of Medicare. However, our zeal in
containing costs must be balanced against our concern about maintaining the qual-
ity of health care for senior citizens.

The hearing today is a first step in assessing these problems. Some of the ques-
tions that must be explored include:

1. Are Medicare beneficiaries being discharged from the hospital too soon?

2. Is there adequate post-hospital planning for those patients needing home health
care services or more intensive services in skilled nursing facilities?

3. Has early discharge increased the financial burden to beneficiuries?

These are serious and troubling questions.

I have already cosponsored a variety of legislation which addresses some of these
Problems. Most recently, 1 have joined with Senator Heinz and others in support of

‘the Medical Quality Protection Act of 1986, S. 2331, which is designed to improve
the quality of hospital services under PPS and ensure greater access to post-hospital
services. particular importance is the requirement for hospitals to grovide dis-
charge planning to ensure the continuity of patient care. This bill also addresses the
need for oversight of quality by strengthening the systematic surveillance of hospi-
tals and expands the scope of the present peer review organization to post-hospital
care in home health agencies and nursing homes.
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This legislation begins to address the problems we are here to explore today. How-
ever, this is only the first step in tackling the much bigger problems which will con-
front us in the future. -

One of the most troubling of thesc is long-term care. I am convinced that the most
frightening concern of elderly individuals is that they will not have adequate finan-
cia supfort for health care services—especially long-term care—as they grow older.
Currently, we have no systematic coverage to help patients with the catastrophic
costs of long-term care—neither Medicare or private insurance provide financial as-
sistance for these needs. Patients must deplete all resources and become impover-
ished before qualif‘ying for the only available long term care assistance—Medicaid.
We must devise alternatives to Medicaid, drawing on both private and public re-
sources, to help pay for long-term care and prevent the elderly from facing poverty
due to_medical costs.

I hope that today's assessment of the PPS system will help us develop a response
to long-term care needs, as well as improve the quality of care.

STATEMENT OF SENATOR JOHN HEINZ

Mr. Chairman, | am pleased to have the opportunity to testify today on the
impact of Medicare's prospective payment system on quality of care. Assuring the
(‘t,nali(t% of care received by our nation’s senior citizens surely must rank as one of
this Committee’s highest priorities, and I commend you and Senator Packwood for
holding this hearing.

The Senate Special Committee on Aging, which I am honored to chair, has con-
ducted a lengthy and intensive investigation of quality of care under Medicare's pro-
spective payment system. Now three years into PPS, it is evident that problems
with quality—as well as access—are emerging, problems that demand our immedi-
ate attention and response.

I'd like to share wit;l;dyou just two examples from among the thousands of cases of
quality abuse uncovered during the Aﬁing Committee’s 16-month investigation. We
learned of an 85-year-old woman, discharged from a hospital after 12 days because
her “Medicare coverage was up.” She was sent to a substandard nursing home
against her doctor’s orders and against her family's wishes, where she died within
14 hours. Two days later, the family received a letter informing them of their rights
to appeal the discharge.

The second case involves a 75 year old woman who was in a car accident in which
her car was totalled. She was denied admission to the hospital and sent home with
instructions that she should wake herself every four hours to make sure she hadn’t
suffered a concussion, even though she lived alone. The fact that these cases, and
oglwr like them, happen under our federal health care system is simply unaccept-
able.

My concerns about problems developing under prospective payment led me to in-
troduce S. 2331, the Medicare Quality Protection Act, on April 17. Representative
Pete Stark, Chairman of the Ways and Means Subcommittee on Health, introduced
the indentical, companion bill (H.R. 4638) in the House. Broad, bipartisan supgrt
for the legislation is reflected in the many cosponsors that it has attracted on both
sides of the Hill, including five other members of this Committee. S. 2331 is also
supported by a wide range of senior advocate and provider groups, including the
American Association of Retired Persons, the American Society of Internal Medi-
cine, the American Nurses Association, the National Council of Senior Citizens, and
the National Association of Home Care.

The purpose of the Medicare Quality Protection Act is to improve quality in hos-

ital and post-hospital settings and ensure greater access to posi-hospital services.

e bill does not seek to dismantle PPS; nor does it impose a new layer of red tape
and burdensome regulation on providers. On the contrary, it darns holes and re-
pairs flaws in existing Medicare and_Medicaid laws, strengthening quality and
access to care while continuing to provide for effective Medicare cost containment.

In 1983, Congress acted to save a financially strappd Medicare program with the
Prospective Payment System. We had confidence that this new reimbursement
method could halt spiralling hospital cost and restore solvency. The good news is
that our confidence has been rewarded. Hospital costs in 1985 increased by only 6
percent—the lowest rate of increase in the past 20 years.

But Congress also recognized that PPS contained certain inherent incentives to
cut back on the level and quality of care provided patients. So Congress charged the
Peer Review Organizations with the responsibility of monitoring quality and sanc-
tioning providers who place high profits above good medical practice.
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The bad news is that within a year of implementation, many physicians and con-
sumers expressed concern that PPS did indeed pose a serious threat to quality of
care for Medicare beneficiaries, and might be eroding access to care for the sickest
and oldest beneficiaries.

These concerns, and evidence presented by the GAO, led the Senate Aging Com-
mittee to begin a lengthy and detailed investigation of quality and care problems
developing under PPS. Time does not permit me to describe the nature of this inves-
tigation or the evidence uncovered. Let me just state that the Committee found that
quality of care problems are widespread. Our most disturbing evidence showed that:

Hospitals are pressuring doctors to keep ill people out of the hospital and to dis-
charge others in an unstable condition;

Patients and their families often receive false and incomplete information regard-
ing their rights under the new payment system;

PROs have only a snapshot picture of quality and feel hamstrung by a “restric-
tive, underfunded, inflexible and narrowly-focused” review program; and

Too often, patients are discharged to an inappropriate setting for follow-up care.

Almost one-third of the nation’s skilled nurs’ng facilities are substandard, having
failed to meet at least one basic Federal standard to assure the health and safety of
nursing home residents. There has been a dramatic increase in the number of nurs-
ing homes cited for violating federal standards, signaling alarming quality of care
problems for many of our 2 million nursing home residents, and

HHS and HCFA have failed to collect the type of data necessary to assess the
extent to which PPS is having harmful effects on quality and access to care.

This last issue was most systematically revealed in a GAO study which I am
happy to be able to release today. | am pleased that its principal author, Eleanor
Chelimsky, has been invited to testify today, and I look forward to hearing what she
has to say about assessing quality of care.

Mr. Chairman, I believe that the Medicare Quality Protection Act provides a
major step forward in solving these serious quality of care problems. It makes
needed adjustments in Medicare's hospital prospective payment system and the peer
review process to improve quality of care in acute and post-acute facilities. It also
improves Medicare patients’ access to needed post-hospital care, protects and ex-
pands patients’ rights in hospitals, and improves coordination among these federal
agencies responsible for the health care cf our nation's elderly.

The quality abuses documented under the DRG system cannot be halted without a
comprehensive strategy for reform. We in the Congress have but one priority in this
effort: to restore public confidence in the system and assure quality health care. The
Medicare Quality Protection Act is designed with this priority in mind.

The Congressional Budget Office has estimated that our bill will cost a mere $200
million over the next three years. This is a small price to pay to ensure quality of
care, especially when we consider that, over that same time period we're likely to
spend more than $200 billion on the Medicare program as a whole. The prospective
payment system, which i8 a partial cause of quality problems, is saving the Medi-
care program between $3 billion and $4 billion every year. Thus, spending less than
$70 million a year is a worthwhile investment for protecting the quality of care
under that system. .

A summary of the major findings of the Senate Special Committee on Aging and
the key provisions of the Medicare Quality Protection Act follow in the rest of my
written statement that I ask be included in the record. I also request that copies of
the staff reports from the three hearings the Senate Special Committee on Aging
held last fall on this issue be included in the hearing record.

Mr. Chairman, it is important that we keep in mind, as we discuss this legislation,
that while it takes us a good part of the way towards ensuring that patients contin-
ue to receive the very best health care possible under the Medicare program, much
more still needs to be done. Substantial problems in quality of care still exist in the
long term and post-hospital side of the health care system. As the second part of my
answer to ensuring quality of care for Medicare and Medicaid recipients, I will soon
introduce a bill that will propose solutions to the very serious quality of care prob-
lems that exist in those settings. I hope 1 can count on your support, and the sup-
port of the many distinguished colleague on both sides of the Hill who cosponsored
the Heinz-Stark Medicare'Quality Protection Act, in ensuring that quality of care
exists in the full circle of federal health care programs.

I look forward to our continued efforts toward bringing the Medicare Quality Pro-
tection Act to passage and I thank you for convening this hearing.
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PROTECTING QUALITY IN ACUTE CARE SETTINGS

(1) Refining the DRGs: Under PPS, patients deemed “DRG losers” by doctors and
hospitals—patients with multiple serious conditions—are being prematurel{ dis-
charged, inappropriately transferred, or refused admission for care. The problem is
that DRGs reimburse based on average cost for a principle diagnosis, with no flexi-
bility in payment to account for so-called differences in “severity of illness’’ among
patients with the same diagnosis. Such an inequitable standard for payment encour-
a?es treatment of the straightforward case and the younger patient over treatment
of the heavy care and older patient.

The Heinz-Stark bill requires HHS by January 1, 1988, to develop n PPS patient
classification system that reflets variations in severity of illness and case complexity
among patients within each diagnosis related group (DRG). HHS would also be re-
quired to consider possible changes in outlier policy as an alternative method of ac-
counting for variations in severity and complexity.

2. Inadequate Rights of Appeal: The Aging Committee's investigation revealed
that many patients who may wish to present evidence of substandard care or chal-
lenge a hospital discharge decision are unaware of their right of appeal, or are given
false or incomplete information regarding this right. ProPAC also identified this as
a problem in its 1986 Report to HHS and Congress.

At a hearing last fall of the Committee, one witness spoke of the anguish of
having to watch her 85-year-old mother be discharged to a substandard nursing
home against the doctor's orders and the family’s wishes after a 12-day stay in the
hospital for two heart attacks and a stroke. Carol Mahla’s mother died within a day
of being transferred. Two days later, the family received a letter informing them of
their rights to appeal the discharge.

Mrs. Mahla's story is not unique. Under pressure from the Senate Aging Commit-
tee and consumer organizations, HHS recently improved patient notification proce-
dures by requiring hospitals to provide notice of ri%hts upon admission. But this
notice stops short of ensuring that patients will be informed of their rights in a way
that is clear and understandable. Current regulations, moreover, five hospitalized
patients 48 hours to appeal a discharge before they can be held lega lX liable for an
additional billings. Yet the PROs have three working days to respond to the appeal.
This leaves the beneficiary at financial risk of having to pay out-of-pocket for one or
more dgi's of hospital care while awaiting a decision from the PRO.

The Medicare Quality Protection Act both improves patient notification and re-
duces the risk of accumulating out-of-pocket costs for hospital care while awaiting a
decision from the PRO. First, HCFA would be required to grant beneficiaries 3 cal-
endar days for appeal after receiving written notification of discharg: before they
begin to incur liability for a continued stay. Second, PROs would required to
decide appeals of continued stay denials within the same timeframe—3 calendar

days.

Enally. ‘n cases where the hospital serves a written notice of discharge but does
not express intent to bill for a continued stay, the patient will be granted this same
right to appeal. This extension of the appeal right plugs a loophole in the law which
often results in the hospital telling patients. to leave without informing them they
can appeal the discharge decision. -

3. Prohibit Incentives or “Kickbacks” that Potentially Lead to Reduced Care: At
seven hospitals operated by the Paracelsus Heslth Care Coxl'{oration of Pasadena,
California, doctors receive bonuses if costs are kept within DRG range. Similar pro-
grams elsewhere in the country also provide a one-to-one compensation of the physi-
cian for discharging a patient early. By creating a direct monetary incentive to
reduce care, this new form of kickback threatens the well-being of Medicare pa-
tients. Current Medicare fraud and abuse law does not address this problem.

The Heinz-Stark bill specifically prohibits physician incentive plans that involve a
payment for meeting sgeciﬁc per-case length-of-stay or cost targets. Viclators of this
provision would be subject to a civil monetary penalty. Additionally, the bill re-
quires HHS to develop legislative recommendations by July 1, 1987 to prohibit or
regulate other plans that have the effect of pressuring physicians to discharge pa-
tients prematurely or to reduce medically appropriate services.

4. Preserving Existing Quality Protections: The Aging Committee’s investigation
revealed substantial shortcomings in the existing quality assurance standards under
both the Joint Commission for Accreditation of Hospitals and the Medicare Condi-
tions of Participation. Yet even these limited protections face dilution by HHS' pro-
posed revisions of the hospital ‘“Conditions of Participation.”

This bill requires that within two years of its enactment, HHS must submit to
Congress a study concerning the adequacy of exisiting quality assurance standards
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for participating hospitals, including but not limited to consideration of the effect of
chanses in reimbursement policy since 1982. This provision would send a strong
signal to HHS to hold off any regulations that might signiﬁcantl{ weaken quality
assurance requirements, while the Department examines ways to improve these re-
quirements in the future.

1I. IMPROVING ACCESS TO POST-HOSPITAL CARE

DRGs drive patients out of hospitals quicker and sicker. This finding is not dan-
gerous in and of itself, since days-of-stay often exceeded what was medically neces-
sala; under the old system. But sicker and quicker can be hazardous when combined
with the fact that post-hospital services are strained by the burden of more patients
noedinf ter levels of care. For some Medicare beneficiaries, post-hospital care is
unavailable or substandard.

The fact that the stress on poat»hoeggial services is subetantially increasing was
confirmed by the General Accounti ce and by dozens of post-hospital care pro-
viders interviewed by the Senate ng Committee’s staff. These witnesses testified
that more and sicker patients are being released into the community, often to the
care of families who are not prepared or able to adequately care for them. One 65-

ear-old woman, a bilateral amputee with renal failure, with a colostomy, was sent

ome to an apartment with not running water, to the care of an unreliable 19-year-
old grandchild. A 79-year-old woman hospitalized for a complete hip replacemen
unable to walk or feed herself, was sent home alone where she was found several
days later by a family member.

he Committee also learned that given the shorter length of stay and reduced

staff in many hospitals, patients often are too sick to resgond positively to educa-
tional efforts and nurses are too shorthanded to spend the extra time needed to
train the patient or family for home care.

Shortages in home health and nursing home care are aggravated by widespread
illegal discrimination against Medicare and Medicaid eligible patients, witnesses
told the Committee. Nursing homes prefer the more profitable private-pay patients
and those for whom care is less costly.

HCFA has denied that demand for home health and skilled nursing care has sig-
nificantly increased under PPS. Nevertheless, the Aging Committee’s investigation
confirmed with data from HCFA internal reports a nearly 40% increase in dis-
charges to skilled-nursing and home health care since October 1983, .

Options for community services narrow further when quality becomes part of the
suppl{iequation.‘HCFA cites more than 970 nursing homes as chronically substand-
ard. Mrs. Mahla’s mother was forced into such a home, where she died after 14
hours. For too many it is a choice of no bed, or a substandard one.

Access to home health and skilled nursing care is also restricted through the ad-
ministration of the Medicare home health and SNF benefit. William Dombi, attor-
ney from Legal Assistance for Medicare Patients in Connecticut, testified at the
Committee’s October, 1985 hearing that HCFA has “circummvented the law and su-
berted the intent of Congress . . . . through oral and written policy directives, all
designed to curtail home health and skilled nursing facility coverage.” Mr. Dombi
went further to assert that ‘“‘there are two Medicare programs, the one that is on
the books under 42 USC Section 1335 {and the one based upon the) directives of the
Health Care Financing Administration.” Other witnesses from the long-term care
provider community confirmed that “patients cannot be admitted for care because
of restrictive HCFA guidelines”.

All of these factors contribute to reduced access to post-hospital care for Medicare
patients. While some of these problems existed prior to the implementation of PPS,
they clearly are magnified by the increased numbers of sicker patients being dis-
charged from our Nation’s hospitals. The Medicare Quality Protection Act addresses
this problem in the following ways: :

1. ?lequire Discharge Plannings: Under current law, only hospitals that voluntari-
lv chouse to have a Department of Social Work are required to meet Federal rules
for discharge plannin%(and these rules have been criticized as inadequate by health
care professionals). HCFA plans to do away with even these lax rules. Existing hos-
pital discharge planning programs—important mechanisms for assuring that ga
tients are placed in appropriate community settings—are seriously overtaxed under
PPS, with the result that Medicare patients often receive inadequate post-hospital

re.
Take the case of Mrs. S, a 7l-year-old woman who was sent home after a six-day
hospitalization. She is legally blind, wears a pacemaker, is a diabetic, and has had a
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stroke and kidney failure. A home health nurse was not called by the discharge
planner for four days. When the nurse arrived, she found tht:jmtient alone, with no
food, taking the wrong medication dosage. This kind of tragedy should not happen.

The Medicare Quality Protection Act would make discharge planning a condition
of participation for hospitalz in the Medicare program, and for those hospitals
deemed “certified” as a result of JCAH accreditation. Hospitals would also be re-
3uired to have an effective discharge planning process. The bill spells out proce-

ures to be followed when discharginﬁ_ a patient that were recommended by the
American Association for Continuity of Care. Upon request of the patient, the at-
tending physician, or someone acting on the patient’s behalf, the hospital would be
required to provide an initial discharge planning evaluation. Implementation of a
final discharge {ﬂan would require mroval of the attending &hysician.

2. Require ITHS to study the n for Administratively Necessary Days: Many
communities have a severe sho of skilled nursing beds. Hospital mma in
need of skilled nursing care in such a community are placed in a life tening
state of limbo. The hospital that keeps the patient ends up either absorbing the cost
for the patient's sub-acute days of stay (Medicare covers only acute days of hospital
care) or attempting to recover the loss from the patient. Alternatively, the hospital
will send the patient home, with or without the necessary medical and social sup-
port services. Too often the latter scenario prevails. And as Medicare continues to
ratchet down DRG payments to hospitals, making losses on sub-acute patients even
lees attractive, the number of elderly being discharged to inappropriate settings will

rise.

Prior to PPS, Medicare paid for sub-acute care at a reduced rate until the patient
could be transferred to a skilled nursing facility. These were referred to as &ay«
ments for “administratively necessary days.” Given the circumstances outlined
above, it may be necessary to reinstate these payments. Under the Heinz-Stark bill,
HHS is required to conduct a study to determine whether a se te ent
should again be made to a hospital for “administratively necessary days,” or of
care provided for skilled nursing patients who cannot be promptly disc to
skilleg mmingl c?;gs The Secretary is required to report back to Congress not later

anuary 1, .

3. Eliminate Unpredictable Retrospective Denials of Payment for Post-Hospital
Care: Currently, there is a great deal of ambiguity and uncertainty about wha: Med-
icare covers for home health or skilled nursing care. This uncertainty is the result
of unclear guidelines and vague definitions by HCFA and wide variations in deci-
sions by the fiscal intermediaries (Fls) regarding payment for services needed.

Since the FI makes the coverage decision after services have begun, providers can
be left without payment for care already delivered. If a potential patient’s coverage
un;:l:r Medicare is in doubt, the facility may decide against providing that patient
with services.

The Medicare waiver of liability was designed to giﬂve limited financial protection
to health care providers who accept patients they have good reason to believe are
eligible for coverage, but whose claims are denied after care has begun.

viously, elimination of this waiver might discourage health care providers from
mﬁcipati in the Medicare home health and skilled nursing program. But just

year, HCFA proposed that Congress do just that. Strong opposition by Members
of Congress, providers, and beneficiaries resulted in Senate language in the Recon-
ciliation Bill to extend the waivers. These provisions were to by both Houses
in oon:"eprel?cgg ogv téhe Consolidated Omnibus Budget Reconciliation Act, and are now
part of P.L. 99-272.

The Medicare Quality Protection Act would make permanent the waiver of liabil-
ity for SNFs and . In addition, the waiver of liability would be extended to
include denials made because it was determined that the patient failed to meet the
homebound or intermittency requirements for home health coverage under Medi-
carc. The bill also provides for an expedited Tretrospective review process, ensuri
that the waiver will continue until the review determination is made by the
intermediary. Finally, the bill enables providers to appeal denials of home health
and SNF coverage on behalf of beneficiaries.

4. HHS to develop a Uniform Needs Assessment Instrument: Cumntlry. there is
no basis for judging how effectively health care services meet the needs of long term
care patients or of ensuring that long term care patients are given the a(ggropriate
types or levels of care. A needs assessment tool can help providers to: (1) jectivelg
and consistently evaluate the health care needs of long lerm care patients and (2)
match those needs with appropriate available long term care services. In this way,
we can ensure that long term care patients have access to needed health care serv-
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ices and that the long term care system can be wisely developed based on actual
patient needs.

The Medicare Quality Protection Act requires HHS to develop, within one year of
enactment, a uniform needs assessment instrument that evaluates: (1) the function-
al capacity of an individual; (2) the nursing and other care requirements of the indi-
vidual to meet health care needs and to assist with functional incapacities; and (8)
the social and familiar resources available to the individual to meet those require-
ments. This instrument shall be developed for the use of discharge planners, hospi-
tal and post-hospital providers, and fiscal intermediaries in evaluating an individ-
ual’s need for post-hospital extended care, home health, and other long-term care
services.

1Il. IMPROVING PRO QUALITY ASSURANCE

HCFA has focused the FROs on a very narrow and incomplete set of quality
issues; therefore HCFA's assessment of quality of care is grossly deficient. When the
Aging Committee began its investigation in February, 1985, the quality assurance
activities of the PROs were extremely limited. Hampered by HCFA's inconsistent
and often unreasonable instructions, the PROs were only identifying the tip of the
iceberg of quality problems developing under PPS. I am pleased to report that
progress has been made in improving the ability of the PROs to monitor quality of
care, and to exclude unfit providers and hospitals from delivering care to Medicare
beneficiaries. But there are miles to go before the PROs are able to fully and effec-
tively carry out their mandate as the watchdogs of quality under the Medicare pro-

gram.

Under the new round of PRO contracts, now being negotiated with HCFA, the
PROs’ scope of review for premature discharges will be limited to those cases where
the patient is readmitted to a hospital within fifteen days, and to those instances of
,Ia‘ossnble substandard care that can be detected from using generic quality screens.

his means that cases of readmission after fifteen days or to hospitals outside the
PRO area, deaths after premature or inappropriate discharge, denials of admission,
inappropriate placement out of the hospital and lack of adequate care in the com-
munity will still not be reviewed by a PRO.

Thomas Dehn, M.D., President of the American Medical Peer Review Association,
testified to the Aging Committee that HCFA primarily wants data from the PROs
on utilization of stay—i.e;, number of admissions, costs per admission etc.—and is
less concerned with quality review. AMPRA's report, “PROs: The Future Agenda”,
dated September 1985 and prepared by their Task Force on PRO Implementation,
states that “The present quality assurance system required under PRO contracts is
limited, restrictive, and lacks the innovation needed at a time when the incentives
of PPS raise the potential for compromised care. The imposition of quality objectives
presugposes baseline data that can validate the existence of quality problems. Given
the advent of prospective payment, no such data is available across a wide spectrum
of in-patient care to the elderly. Only now are quality care concerns surfacing.”

The PROs would thus like to broaden their quality review activjties, and to
review on a sample basis, quality problems beyond the hosepital door. Fhey can only
do this, however, if they are given adequate funding and consistent guidelines from
HCFA. In reviewing PRO performance, HCFA should give at least equal weight to
quality assurance activities as is given to utilization review. In addition, HCFA
must establish workable data transfers from the hospital to the PROs that will fa-
cilitate timely and efficient quality review.

The Aging Committee also heard from Medicare beneficiaries that PROs often are
slow or completely fail to respond to their complaints about quality problems. Nor is
there a mechanism to provide for beneficiary participation in decisions affecting
PRO activity.

Tl}:le Medicare Quality Protection Act takes a number of steps to address these
problems:

1. Expand PRO Review of Quality of Care: Under the Heinz-Stark biil, PROs will
be required to review selected samples of readmissions to hospitals within 30 days.
They will also be required to review quality of care in selected home health, nurs-
ing, board and care homes, and outpatient hospital settings where they have identi-
fied potential quality problems. Finally, the bill requires hospitals to submit month-
ly data to enable PROs to perform reviews on a timely basis.

2. Allocate PRO Funds to Ensure Increased Quality Care Review: The Medicare
Quality Protection Act requires that each PRO provide that a reasonable proportion
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of its activities are involved with reviewing the quality of services provided in cases
and settings for which potential problems of quality have been identified.

3. Improve PRO Accountability to Medicare Beneficiaries: The Heinz-Stark bill
would require each PRO to appoint a consumer representative to its board. In addi-
tion, PROs would be required to investigate all written complaints about qualiﬁr of
care filed by a beneficiary (or a person acting on behalf of a beneficiary). HHS
would devel%ﬁ appropriate procedures for investigating and responding to these
complaints. These procedures would Rrovide protection of the confidentiality of the
complainant and provide that the PRO's report their findings to the complainant.

V. IMPROVING DATA ON QUALITY Of CARE UNDER PP8S

According to the GAO, HHS lacks any statisticall{ valid basis to confirm or deny
the effect of DRGs on the quality of health care older Americans need or receive
upon discharge from the hospital. According to GAO testimony, HHS does not have
the necessary data to evaluate whether PPS has either increased or decreased the
g{x‘ality. access, demand, use or cost of post-hospital care for Medicare beneficiaries.

rthermora, HHS is not planning to do the types of evaluations that are necessary
to determine whether PPS is the cause of changes in these five areas.

1. HHS to Develop a Long-term Quality Assurance and Review Strategy: The
Heinz-Stark bill requires HHS to provide for a study to serve as the basis for estab-
lishing a strategy for reviewing and assuring the quality of care under Medicare. In
developing this study, HHS shall consult with consumer groups, PROs, the Joint
Commission on Accreditation of Hospitals, professional societics and private pur-
chasers of health care with experience and expertise in monitoring the quality of

care.
2. Extend HHS reporting requirements on quality in post-hospital settings: HHS
is currently required to report on an annual basis on the impact of PPS. For these
rts to be useful, they need to cover PPS effects on both hospital and post-hospi-
tal care. Under the Quality Assurance Act, HHS would be required to provide three
annual impact reports providing: (1) An evaluation of quality assessment and assur-
ance in the “continuum of care;” (2) an assessment of access problems of special
beneficiary populations; and (3) data on Part A and Part B beneficiary ap,ﬁ:als.

3. Sharing of Confidential Information Regarding Quality of Care: There is a
woeful lack of information exchanged about problem health care facilities. Thus,
hospital discharge planners are sometimes unaware that the‘y are sending a patient
to a substandard nursing home. Under the Medicare Quality Protection Act, in-
stances of gross and flagrant patient neglect as well as patterns of poor %uality care,
could be shared with selected federally-funded quality assurance officials, provided
that adequate assurance of confidentiality can be provided.

SENATOR GEORGE J. MITCHELL

Mr. Chairman, I appreciate your scheduling this hearing to examine the quality
of care under Medicare's Prospective Payment System.

Since the implementation of the Prospective Payment System in 1983, we have
witnessed significant changes in the way Medicare reimburses hospitals. PPS
brought with it many incentives for hospitals to maintain the quality of care for
elderly patients while working to reduce the costs of the p! .

In an effort to assure that PPS did not compromise quality of care of patients,
saf rds were built into the system. The most significant of these safeguards is
the Peer Review process. Congress intended for the PRG to serve as the check on
quality of care for elderly beneficiaries under PPS.

Does the PRO really serve as a check on the quality of care for the elderly under
the Medicare Program? There is much evidence that it has become primarily a cost
containment measure, whose goal i8 not to protect the patient, but exclusively to
reduce the cost of the Medicare program.

Congress must work to assure that the PRO does what we intended for it to do. If
beneficiaries are in fact being discharged “quicker and sicker” should we not look to
the PRO as malfunctioning? Before we act to reform existing law, we must work to
assure that those programs designed to assure quality are being implemented as
Congress intended.

As a Senator from a rural State with long, cold winters, I am particularly con-
cerned about access to care and quality of care for those who live in rural areas. We
must pay close attention to those in our states with the additional burden of dis-
tance and climate and consider reforms to PPS that would allow for those factors in
making admission and discharge determinations. 1 regret that I must leave to
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attend another hearing but I look forward to reviewing the testimony to be present-
ed at the hearing this morning. -

As you know from our private discussion, Dr. Roper, I am deeply. concerned about
the PRO process nationally and in the State of Maine, where the PRO is from an-
other state and has caused widespread dissatisfaction in our medical community.
You, Dr., are from Alabama. How would the doctors in Alabama feel if they were
reviewed by an organization from outside their own state?

I know we can work together to eliminate the shortcomings in the PPS system,
keeping in mind the original purpose of the Medicare Program—to provide quality
medical care to all of the nation’s elderly.

BiLL BRADLEY STATEMENT

I am pleased that the Committee is holding a hearing on quality of care to exam-
ine the ability of Medicare patients who are discharged from the hospital to secure
appropriate post-hospital care and the impact of Medicare’'s DRG system on the

uality of care in the hospital, including whether patients are being released before
their need for hospital care has been met.

The DRG system provides an incentive for hospitals to reduce the length of a hos-
pital stay to that period of time where acute care is absolutely required. This means
that some people leave the hospital “sicker and quicker.” And as Gramm-Rudman
squeezes down on in-hospital reimbursement rates, it is natural to assume that hos-
pitals will be under increasing pressure to reduce hospital costs, thereby discharging
patients earlier and earlier.

Recently I introduced the Medicare Home Care Improvement Act, cosponsored by
Senators Heinz and Glenn, which includes the following provisions:

First, the bill mandates discharge planning. Currently, many elderly beneficiaries
are being discharged from hospitals without adequate planning for their home care
needs. My bill requires all hospitals to develop a discharge plan for their patients
that evaluates the patients’ likely need for appropriate home care services and the
availability of those services. In addition, all health care facilities would be required
to develop a discharge plan for all in-hospital patients as well as patients scheduled
for ambulatory, or out-patient, surgery. -

Second, the bill stops HCFA from circumventing the regulatory process. Over the
past few months, HCFA has unilaterally promulgated major policy changes through
written and verbal directives and manuals, rather than through the regulatory
process. This gives the public little or no opportunity to comment on changes in
policy. My legislation ends that practice and requires HCFA to comply with the Fed-
eral Administrative Procedures Act. This would ensure that policy changes are only
instituted through the normal regulatory process, which will permit a thorough
review of changes in policy by Congress and the general public.

Third, the bill stopge HCFA from arbitrarily restricting reimbursement for various
home care services. HCFA recently cstablished a new policy that limits reimburse-
ment levels for each type of home care service, including skilled nursing services,
physical therapy and social work services. These policies severely restrict the capac-
ity of home care agencies to provide a full range of services to meet the need for
services in their particular communities. My bill prohibits HCFA from establishing
separate coet limits and allows home care agencies to continue to combine costs in
order to better meet the needs in their community. In addition, the bill requires
HCFA to take into account all legitmate costs when it establishes reimbursement
for home care services.

This hearing represents a good opportunity for us to assess whether the elderly
are receiving quality services—both in the hospital and after their discharge to
their homes. It is my hope and anticipation that this Committee will adopt legisla-
tion to ensure that quality be high.



14

QUALITY AND ACCESS TO HEALTH CARE
UNDER MEDICARE'S PROSPECTIVE PAYMENT SYSTEM

“BACKGROUND PAPER

PREPARED BY THE STAFF FOR USE OF

THE MEMBERS OF THE COMMITTEE ON FINANCE

MAY, 1986



156

TABLE OF CONTENTS

I. Background

I11.  wWhat is quality care

I11. Quality of care under the
first two years of PPS

Iv. Corrective action

V. Post-hospital quality of care

vi. Issues

VIIT Legislative proposals

Appendix -- A message from Medicare

PAGE

13
27
31
34
39



16

BACKGROUND

As authorized by P.L, 98-21, the Social! Security
Amendments of 1983, Medicare implemented a prospective
payment system (PPS) for inpatient hospital services on
October 1, 1983, The intent of the new PPS system was
to constrain the growth of inpatient hospital costs,
However, the law also requires that the prospective
paymert rates reflect costs “necessary for the efficient
and effective delivery of medically appropriate ard

necessary care of high quality,.”

The prospective payment system radically changes the
method by which Medicare pays hospitals, 1t also
reverses the economic incentives to hospitals. Under
the previous cost-based system, Medicare retrospectively
paid hospitals for the costs they incurred in providing
services to Medicare patients, Under PPS, Medicare pays
hospitals a fixed rate determined in advance for each
Medicare patient accqrding to the the cost of resources
used by an average Medicare patient with the same
diagnosis. Separate rates are calculated for urban or
rural hospital lécations, and the rates are adjusted for
several hospital characteristics such as the area wage
rate and the hospital's teaching status. Although the
payment rates are based or average utilization and cost

data, the payment system does not place any limits on
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the amount of care the Medicare beneficiary receives
from the hospital. As under the old payment system,
Medicare beneficiaries are entitled to medically
necessary hospital services, Regulations require
hospitals to discharge Medicare patients only when they

are medically stable,

To erncourage hospital efficiency, PPS allows the<
hospital to keep the difference between the Medicare
paymer.t rate and actual patient costs as a profit,
However, the hospital must absorb the loss if its costs
are higher than the payment rate. PPS assumes that the
financial risk to the hospital is minimal for four
reasons. First, the PPS system assumes that under the
old paymernt system a certain amount of hospital care was
unriecessary and/or inefficient., Since PPS rates were
initially based on pre-PPS behavinr which encouraged
hospitals to spend more to be paid more, it is assumed
that hospitals could benefit by becoming more efficient.
Se;ond, the PPS system assumes that on average a
?ospital is able to recover losses on any expensive
cases with savings on cases that use fewer resources.
Third, PPS recognizes that some patients may have
complications that require either longer or more
expensive treatment than the average. Thus, the system-
includes ar exceptions policy to permit extra payment

for these cases, knowr as "outliers®". Finally, PPS
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ircludes a transition period to permit hospitals to
adjust their practice patterns to payment rates which

will ultimately be based on national averages.

PPS introduces many incentives for hospitals to
ircrease quality of care. It provides incentives to
reduce lergth of stay and unnecessary services, thus
reducing patient exposure to the risk of complications,
hospital accidents, and infections. It offers
incentives for hospitals to specialize, thus reducing
the risk of adverse outcomes. Physicians are required
by hospitals to more carefully assess whether tests or
procedures are necessary for patient recovery and to
manage a patient's treatment throughout the hospital
stay. Placement of patients in an appropriate level of

care is erncouraged.

While PPS provides a positive incentive for a
hospital to be more cost-conscious and to increase
quality, it also introduces a potential incentive for
hospitals to look for ways to increase revenues or
reduce the costs per case. For example, a hospital could
increase its revenue by: admitting patients who do not
require hospital care; discharging patients early;
failing to provide medically necessary services;
dischargirng and then readmitting patients for treatment

of secondary conditions; and transferring or refusing to
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admit patients who have complications. Further, a
hospital could shift the patient, or certain services
required by the patient, to outside settings such as the
hospital outpatiert department, home health agency, or
skilled nursing facility, In these latter three
circumstances, the outpatient care is not deducted from
the hospital's prospective payment rate, but it is

separately billed to Medicare.

Congress recogrized that the incentive for a
hospital to increase its revenues or reduce its costs
had the potential to compromise the quality of care
provided to Medicare paiients. Thus, three safeguards
were built into the system, First, physicians are
expected to assure that adequate and appropriate care is
provided to their patients, Second, the Secretary of
the Deparment of Heélth and Human Services (HHS) was
directed to evaluate the impact of the new payment
system and to submit a number of reports to Congress.
Finally, each PPS hospital is required to have a
contract with a Peer Review Organization (PRO) to
yrovide an independent assessment of payment and quality
under PPS. If the PRO finds that inappropriate or
substandard care is delivered, the Medicare payment
could be denied or the hospital could lose its Medicare

approval, -
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There is substantial eviderce that hospitals had a
strong and early response to the cost efficiency
incertives in the new payment system, During the first
year, lerngth of stay for Medicare beneficiaries fell by
9 percent. In early 1985, the decline in average length
of stay continued, byt recert data reported by the
American Hospital Association indicate that the downward
trend has leveled off with a small increase reported
durirng the fourth guarter, (l) Medicare admissions
declined 4 percent, thc first decline since the program
was initiated. Hospitals reduced expenses through
layirg off staff, elimirating heds, and negotiating
lower prices with suppliers, Unnecessary use of
expersive irnpatient services also was curbed. For
example, a study by the General Accounting Office (GAO)
fourd that use of intensive care units by Medicare
patiernts was lower ir 1984, GAO concluded that this
respor.se was attributable to the prospective payment
system's irncentives. (2) The Commission or Professioral
and Hospital Activities found that the use of cardiac
care units also declined during the first year of PPS.
(3) PPS also encouraged hospitals to limit the
inpatient stay to those services necessary to stabilize
the patient's condition. Patients who need recuperative
care or care requiring less intensive medical
supervisior. are now discharged to skilled nrursing

facilities (SNFs) or home settings. Extra hospital days
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for the converience of the patiernt or their family,
which may have beer paid for under the former cost-based
payment system, are no longer considered part of the
inpatiernt hospital stay., Further, many hospitals no
longer permit the natiernt to remain in the hospital
until a suitable skilled nursing facility bed is
available. Under the cost-based paymeét system, these
“admiristratively necessary days" were paid by Medicare;
under PPS these days are included ir the paymert rates.
Mary hospitals acyuired ambulatory care facilities and
home healtn ajercies to accommodate this new demand for

post-discharge services,

The Health Care Financing Administration (HCFA)
concludes that the role of theihospital in the health
delivery system appears to be charging as hospitals are
used less ard ¢-e ir the positior of competirg for
patiernts with other acute settings such as nor.~hospital
ambulatory surgical centers. Increesingly, hospitals no
longer are viewed as the primary site of treatment but

rather are viewed as part of a continuum of care. (4}

These hospital behavioral changes have resulted in
changes in the patterns of care for Medicare
beneficiaries by shortening their stays in the hospital
and shifting care to rursing homes and home settings.

However, there is little evidernce to assess how these
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delivery system changes have impacted the quality of
patiernt care. Some of the questions on the effects of
PPS on Medicare patierts that currently are being asked
are whether patients are being admitted or readmitted to
a hospital appropriately; whether access to necessary
medical care has changed: whether tests and procedures
are adequate:; whether discharges are premature; whether
appropriate post-hospital services are available; and
whether PPS effects are distributed uniformly across

paymert categoryies, patients and geographic areas.

This paper reviews the evidernce to date,

WHAT IS OUALITY CARE?

There 158 no urniversally accepted defiritiorn of, ror
is there a staniard way to measure, whether health care
services are of high or low quality. There are various
ways to corsider quality. ‘Patients gererally assess
quality in terms of whether care is accessible,
affordable, or meets their expectations, Physicians
gererally use a set of practice patterns against which
quality is measured onr a local basis. Researchers have
roted that these practice patterns vary sigrificantly
across the courtry. For example, studies by Dr. John

Werrberg of demographically similar areas show

sigrificant variatior in utilization of elective
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procedures, (5V Utilization by Medicare patients of
medical arnd surgical services and costs of treatment
also varies actross the country. Before PPS, average
Medicare admissions per 1,000 enrollees ranged from 349
to 477, ard average Medicare lerngth of stay ranged from
8.1 to 12.7 days. The cost of treatment for heart
failure ranged from $!,500 at one hospital to $9,000 at
arother hospital., The overall implications of these
utilization and cost differences on quality of care have
r.every beer. clearly understood; however, studies have not
revealed any differences in outcome measures such as
mortality or health status of patients. Further, it is
rot clear whether highey or lower rates imply

inappropriate use, (6)

Health professiorals have defined measures of
quality in three categories -- "structure", “process",
ard “outcome". (7) “Structure® refers to such factors
as adequacy of physical facilities and staff
qualifications. Criteria to measure these factors are
set by professional associations or p Ylic entities
through requlatior. Fire safety codes are an example of
state regulations. “Process" reflects activities
related to patient treatment, such as medical procedures
ard nursing care. "Process" is usually measured through
comparisons to professioral norms of practice, for

example, the practice of sernding a patient to the
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hospital for the treatment of a specific condition or
the average length of stay for a certain condition,
Utilizaton review is a common approach for evaluating
patient care based on "process” measures, “Outcome"”
refeis to the change in a patient’s health status. A
wide array of scales and indices have been developed to
measure health outcomes, such as, death rates or levels
of patient functioning. While patient outcomes are the
most importarnt aspect of quality of health care, it is
easier arnd less expensive to measure the "structure® and
*process"” of hospital care. To date, a mecharism has
not been developed which 1links "structural® and
“process™ measures to "cutcome" measures. Further,
review of these three measures of quality usually is
focused or. the individual provider, such as the
hospital, and may not consider the total episode of
patient care which may involve hospital care, physician
services, and post-hospital services such as home health
care. Thus, the state of the art in quality review is

often a "snapshot"” of care at a point in time.

The original Medicare legislation included two types
of review to assess the quality of hospital services,
*"structural” review to assess such factors as the
hospital's facility, and utilization review (a
"process“- oriented review) to assure that Medicare

payments were made ornly for “necessary” services.
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“Structural”™ review is accomplished through Medicare's
rejuirements that hospitals be accredited by the Joint
Commission on Accreditation of Hospitals (or other
similar process) and that review assure that hospitals
meet Medicare's "corndition of participation®
regquirements, for example that the hospital meet State
licensing requirements., Utilization review is
accomplished by peer review of the appropriateness of
hospital and physiciarn decisions according to local

comnurity standards,

In 1972, Congress created Professional Standard
Review Organizations (PSROs), groups of private
physicians established to provide ar independent
assessment of Medicare services, PSROs were intended to

review:

a) whether Medicare services were medically

recessary,

(b) whether admissions and lengths of stay were

appropriate,

{c) whether quality met professionally recognized

standards of care, and

(d) whether services should be delivered in an

inpatient or less expensive outpatient setting.
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To correct the difficulty in measuring PSRO's
performarce ard strerngthen review of the costs of
Medicare services, ir 1982 Congress replaced the
existing PSROs with a new program of independent peer
review known as Peer Review Orgarizatiors (PROs). The
new PRO legislation emphasized greater accountability by
requiring PROs to have performarce-based contracts with
specific, measurable objectives, With the passage of the
prospective paymerit system irn 1983, the role of the PROs
was exparded to include review of changed hospital
behavior urder PPS including a new emphasis on review of
urderservice. PROs were required to have agreemerts
with PPS hospitals to review appropriateness of care by
Novemhey, 1984, almost a year after the rew PPS system
was begur. Between October 1983 and the effective date
of the new PRO agreements, fiscal intermediaries and
PSROs were responsible for reviewing quality of care

issues,

The specific tasks performed by PROs are defined in
contracts, The first contract Eovered the 1984-6
period., These contracts emphasized detection of
inappropriate utilization and payments under the new PPS
system. For example, contract goals included reducing
unnecessary admissions, assuring that payment rates
matched the diagnostic and procedural information

contained in patient records, and reviewing patients
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transferred or readmitted withir 7 days of discharge to
determine whether readmission was for the same condition
as the first hospital visit, 1Irn addition, each PRO
contact included a minimum of 5 locally determined
quality objectives. The quality goals included: reduce
unrecessary readmissions because of substandard care
during the prior admission; assure provision of medical
services that if not performed have a signficant
poter.tial for causing serious patient complications;
reduce unnecessary surgery or other invasive procedures;
reduce the risk of mortality; arnd reduce avoidable
postoperative or other complicatiors. PROs also were
required to develop ard analyze hospital, physician, and
Medicare patient data to identify instances and patterns

of poor quality.

when a PRO idertifies a problem with a hospital or
physician, it can take several courses of action, It

may attempt to solve the issue through:
(a) education and consultation,
{b) intensified review,
{c) recommendations for payment denial, or

{d) if there is a substantial violation in a

substarntial number of cases, recommending that
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HCFA impose a sanction such as terminating a

hospital or physician from the program,

The recently eracted reconciliation legislation,
P,L., 99-272, included a provisionr that clarified
legislative authority to permit PROs to deny payment for
irdividual cases that they determine received treatment
that was of substandard quality. Before this
legislatior, PROs could deny payment only where they
determined that the care was not reasonable ard .
recessary or it was not providgd in the appropriate

setting,
During the first contract period, PROs were funded
%o re@iew care orly irn the inpatient setting, not the

outpatient settinrg.

IT1, QUALITY OF CARE DURING THE FIRST TWO YEARS OF PPS

Prior to PPS, quality of care provided to Medicare
beneficiaries was generally considered to be good. 1If
there was a question about the need for an extra day of
care or an extra test, it was generally provided because
Medicare would pay for it, However, before PPS, there
was little systematic evaluation of quality of care
provided during the hospital stay 2nd no evaluation of
access to appropriate post-hospital care, Most of the

——
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quality reviews focused or whether services were
necessary and whether individual facilities met
specified requ&rements. Ir. addition, physicians and
providers maintained considerable discretion in
determining locally what was appropriate, necessary, and

met professional standards.

A number of studies have been undeytaken to assess
the impact of PPS or the quality of care provided to
Medicare beneficizcries., Some of the studies suggest
that there were problems with the transition to the new
PPS system, or identify anecdotal cases where the
changed patterns of hospital care had a negative impact
or. patient health or access to necessary and/or
appropriate services., Other studies find that the new
PPS system has not resulted ir a decline in the health
status of Medicare beneficiaries and suggest that on the
whole, care may be of a higher quality since patients
are beirg served at a more appropriate level. However,
most of the studies acknowledge that hospital response
to the PPS system was faster than anticipated and that
data to measure the impact either have not been
available or have not been collected in a way to permit
an assessment of the quality and access effects after
two years of PPS operation. The quality review included

in the first PRO contracts generally is considered to be
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insufficient to assess the effects of PPS either in the

inpatient hospital setting, or after patient discharge.

A summary of the findings of the major studies
follows., It should be roted that studies which indicate
that there are no serious quality problems under PPS
caution that longer term studies are necessary to
determine whether quality may decline in the future,

particularly if cost corntainmert pressures increase.

A. PRO Review

During the period October 1983, to May 1985,
PROsS reviewed approximately 2.1 million hospital
admissions, The PROs targeted 345,700 cases for
review hecause there were readmissions within seven
days of a hospital discharge or the patiernt was
transferred to another hospital or PPS-exempt unit
(e.g. a rehabilitation unit), Of those, 4,724 cases
(1.4 percent of the PRO targeted cases) vere
reported to HCFA for possible corrective action. (8)
The PRO review did not include cases where the )
discharge, although possibly premature, did not
result in a readmission; the readmission occurred

after 7 days; or the readmission was at another

hospital.
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As of May 1985, PROs have referred 26 cases to
the Inspector Gereral (I.G.) for possible sanctions.
Ten of these cases have been reviewed by the .G,
Ni;e sanctions were recommended including exclusion
of ore hospital for 3 years; exclusion of six
physicians; and assessment of money penalties
against two physicians., One hospital case was

rejected. All sanction actions have been appealed.

Gereral Accounting Office

In July 1984, GAO conducted an audit in six
commuriities and found that some patients were being
discharged from hospitals after shorter lerngths of
stay ard irn a poorer state of health than they were
prior to the new paymert system., {(9) Home health
represertatives at several of the review sites
reported that Medicare patients required more visits
per week, more visits per case, and more reed for
specialized services (such as I.,V. therapy and
catheters) than before PPS. Interviews with nursing
home and home health providers expressed concern
that Medicare was not making appropriate adjustments
to coverage rules or reimbursement amounts to
respond to the perceived changes in the needs of
patients. GAO corcluded that the potential for the

problems found in the six study communities to
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become serious could vary considerably because of

differences in regional and local corditions. The
GAO recommended that HHS conduct studies to assess
problems in access to and quality of post-hospital

care services supported by Medicare,

Physician Surveys

In December 1985, the American Medical
Association reported the results of a survey
conducted as part of their DRG Monitoring Project.
(10) Sixty-six percent of the 389 responding
physicians said that quality of patient care had
deteriorated as a result of PPS., Their reasons
included pressure from hospital administrators to
discharge patients for a primary condition and
readmit them for a second corndition; pressure to
discharge patients prematurely (that is, while they
still need acute care services available ir a
hospital); and pressure to reduce the number of

tests and procedures ordered.

In September, 1985 the American Society of
Internal Medicine reported the findings of a survey
of 246 physician members. (11) Respondents reported
pressure from hospital administrators to discharge

patients prematurely, in particular, patients with
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health conditions requiring high resource use such
as Alzheimer's patients and pressure to discharge
patients without corcern for appropriate f;llow-up
care. The study recommended that adjustments be
made in the prospective payment rates to better
reflect variations in the costs of caring for

certain patients, such as stroke or leukemia cases.

A more comprehansive survey of 4,000 physicians
conducted by Health Ecoromics Research, Inc., and
the National Opinion Research Cernter reported
similar impressions that quality had deteriorated as

a result of PPS. (12)

Nore of these surveys documented how shorter

lerngths of stay or fewer procedures affected patient

health outcomes.

Seriate Aging Committee

Investigations conducted in 1985 for the Senate
Aging Committee found a small number of cases where
the new cost-cutting behavior of hospitals and
physicians had a negative impact on patient health.
The nire case studies presented at Congressional
hearings were examples of patients who were

prematurely discharged when they were severely ill,
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resultirng in readmission to the hospital, delayed
recovery, and, in ore case, death, These cases slso
suggested that hospitals and physicians failed to
assure that ar adequate hospital discharge plan was
developed that would include proper instructions for
follow-up care, Information also was provided that
Medicare beneficiaries often had extra out-of-pocket
costs due to reduced hospital care and that post-
hospital services were rot always available, The
Agirg Committee fourd that beneficiaries were
misinformed because they believed that the PPS
legislation had established a limit on the number of
days of hospital care that were allowed ard patiernts
received no information on how to appeal the
hospital's decision to discharge. The Senate Aging
Committee investigation determined that all of these
quality issues were outside the purview of the PRO
review as defined in the first contract

requiremernts. (13)

HHS Inspector General

In March, 1986 the Inspector General (IG) of
HHS reported findings from 2 more comprehensive
review of the two most common problems identified
earlier -- premature discharges and inappropriate

transfers, (14) The IG study reviewed 3,549 cases
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which represented all of the problem cases where
records could be found reported to HCFA by PROs or
other sources during the period October 1983, to May
1985, Of the 3,549 cases, discharge was premaiure
in 2,907 cases, transfers were inappropriate in 49:
cases, and other problems existed in 151 cases.
Sixty percent, or 2,146 of the reviewed cases,
actually suggested poor quality while the remaining
forty percert were prematurely discharged or
irappropriately transferred for reasons that did not
involve poor quality, such as, completion of a
diagnostic workup prior to surgery. The IG found
that quality problems ranged from very minor to
gross and flagrant, with most of the problems
occurrirg in cases with premature discharges (2,050
cases). Quality problems included cases that were
rot appropriately treated (e.g. infections, failure
to perform routine tests): cases where the patient
was treated appropriately but released too early ir
the course of treatment; cases that were discharged
in a medically-unstable condition; and cases where
the patient was unable to manage post-acute care at

home ard had to be readmitted to the hespital.,

Of the 2,146 cases where quality problems were

found, PROs referred 927 cases to HCFA for

corrective actior and the remaining cases were
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handled by the PRO through education or intensified
review. The actual penalties applied-to the abuses
rarged from none to fiscal penalties., The IG report
concluded that many PROs have not effectively used
the authorities or processes available to address
poor quality of care associated with premature
discharges and inappropriate transfers. The study
also found problems with PRO contract requirements,
with PRO data collectior. efforts, and with
iradequate HCFA instructions, The IG recommended
that HCFA and PROs aggressively address these

problems,

RAND

A study conducted by Rand identified a number
of weaknesses in the scope of work for PRO review of
quality of care during the first two years of PPS,
{15) The focus of PROs on inpatient care meant that
problems with care that occurred after discharge
were not reviewed, The review of care in the
hospital itself emphasized only major problems such
as death or serious complications and focused on
utilization and payment review rather than quality
concerns such as patient outcomes. PRO review did
rot corsider the appropriateress of the discharge

plar, such as whether appropriate supportive
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services were available, arnd did not include any
provisions for bereficiary or provider education, -
The reporting burden hampered the ability of PROs to

cor.sider quality problems,

Rand recommended that the quality objectives in
the 1984-6 PRO contracts be broadened to include
generic screens (stardaard measures against which
quality problems car be identified such as evidernce
of rnosocomial irnfectior) and that quality review be
giver. greater weight, Rand also recommenrded that
quality review be extended beyornd the hospital
setting to focus on the entire episode of care; and
that more flexibility be given to PROs to address

quality problems in local areas.

The Prospective Paymert Assessment Commissiorn

ProPAC is ar irdependent commissiorn established
by Congress to analyze and recommend changes in the
prospective payment system. ProPAC believes that
the current PPS payment levels are adeqguate for the
provision of quality inpatient care, but will
cortinue to monitor access and quality because the
incentives ir PPS may lead hospitais in the future
to compromise quality. The second annual ProPAC

report corcluded that negative perceptions of the
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quality of care urnder PPS are widely held and that
some of these perceptions do not reflect the actual
quality of care received, but rather the
misinformation communicated to the beneficiary. (16)
The Commission recommerded that better information
be provided to beneficiaries, hospitals and
physicians, in particular clarification that PPS
does not require a specific length of stay for each
payment catagory. ProPAC also identified that the
premnature discharge problem may not be inefficient
hospital service but rather inadequate clinical

mar.agement of the case.

ProPAC recommended that the PRO review be
exterded to the overall episode of care including
SNF and home health care and outpatient surgery.
Although ProPAC believes that the current PPS system
is the most appropriate of the available measures of
hospital case mix, there is recognition that
resource use varies considerably within some payment
rates. The second annual report includes several
recommendations to improve paymert rates, ProPAC is
continuing studies to 1den€ify ways to improve
payment rate equity where there are problems, and to
assess the appropriateness of outlier policies,
ProPAC studies will cornsider whether vulnerable

groups, such as the frail elderly, have special
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problems, In addition, VroPAC will assess whether
PPS has increased out-of-pocket costs for
bereficiaries resulting in reduced access to
Medicare covered services,

Commission on Professional and Hospital Activities

CPHA found that quality of care did not decline
during 1984, the first year of PPS, The study,
based on data from 729 hospitals, found that
physiciar visit rates remained constart, in-hospitsal
deaths and readmission rates were consistent with
previous trends, and there was no evidence of
"dumping” urndesirable patients into SNFs or other
short-term hospitals. This study concluded that
hospital behavior changes probably represent
improvements ir both clinical and management
efficiency by eliminating some of the slack irn the
system, However, this study expressed the need for
further studies, particularly studies on the impact
of shifting patients to settings outside the
hospital (including the home setting where the
family assumes more responsibility for post-hospital
care), changes in clinical practice patterns within
selected diagnostic categories, and post-discharge
health outcomes. CPHA attributes the apparent

increase in the severity of illness of patients upon
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discharge to improved coding and the fact that
hospitals are classifying patients at a higher level

to assure the highest payment rate, (17)

Health Care Firancing Admirnistration

In November, 1985, HCFA reported the results of
a study of access and utilizatiorn indicators that
fourd that the reduced number of hospital discharges
urder PPS did rot disproportionately represent high
risk groups or groups with potential access
problems, HCFA also fourd little change in the
relative utilization of, or access to, hospital
services by Medicare beneficiaries across age, sex
or race categories., The study also fourd that
rehospitalizationr rates within 30 days of discharge
did rot irncrease during the first year of PPS. HCFA
concluded that quality of care problems are not
systemic under PPS since PRO review fournd less thar
ore percent of all Medicare patients had potential

quality problems, (.8)

Health Economics Research, Inc.,

Health Economics Research, Inc., looked at
beneficiary perceptions of the impact of PPS. This

study found few incidents of beneficiary reported
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problems with the rew payment system and widespread
misinformation about PPS on the part of patients,
physiciars, and hospitals, (i9) This study
coricluded that the frequerncy of complaints about
premature discharge is a result of a clash between
the expections of the elderly about the extert of
their Medicare benefits and hospitals’
implementatior of PPS, The primary beneficiary
complaint was that the hospitals sent them home
before they felt ready, despite the fact that the
physiciar had made the decision to discharge. The
study fournd that home care services were avajlable
in most cases, but that transfer of some medically
ur.stable patients to SNFs presernted health risks,
The report also documented that most beneficiaries
have ircreased financial burderns wher transferred to
post-hospital care providers that are not covered by

supplemer.tal health insurance policies.

Office of Techrology Assessment

The Office of Technology Assessment (OTA)
c¢concluded that while there is evidence that patients
are being discharged from the hospital in a sicker
condition than béfore PPS, there is no clear
evidernce to indicate whether the ultimate impact on

the quality of patient care is good or bad. OTA
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recommended that a 5-year evaluation strategy be
undertaker. to assess the evolving effects of PPS,
both positive and negztive, and that studies be
funded to develop more appropriate methods and
standards to assess PPS effects on quality and

access. (20)

IV. CORRECTIVE ACTION

In response to Congressional and other inquiries
about premature discharge, the Health Care Financing
Administration undertook several reforms to strengthen

quality of care review under PPS—~

In August 1985, HCFA issued new rules to clarify
that all premature discharges made before the patient is
medically stable are considered substandard quality.
PROs were directed to deny payment when the result of a
premature discharge was readmission to the same hospital
or transfer to a PPS-exempt hospital and to take
corrective action in other cases by preparing a sanction
report, intensifying review or referring the case to the

Inspector General.

In February 1986, HCFA developed a one-page —_

information sheet (see appendix) to inform beneficiaries

of their rights and liabilities under PPS and the method
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to be used by patiernts to appeal the decisior of the

hospital to discharge them from inpatient care, HCFA
irstructed fiscal intermediaries and PROs to instruct
hospitals to distribute these notices to Medicare

patierts,

HCFA strengthened the quality review requirements in
the second PRO contracts which bhegin July, 1986. First,
the criteria for review of discharged cases which are
readmitted to the same hospital was extended from 7 days
to 15 days., A requiremert was added for PROs to review
a sample of discharges to assess whether there is
evidernce of premature discharge or transfer. Certain
hospitals were identified for special review because of
urexplained statistical outliers in the PRO dat; or high
mortality rates or utilization.patterns. All cases are
to be reviewed against 6 generic quality screens to
idertify problem areas. These include adequacy of
discharge plarnirng:; medical stability of the patient at
discharge; deaths; nosocomial infection; unscheduled
returr to surgery; and trauma suffered in the hospital,
Short hospital stays are targeted for special review., A
PRO-sponsored community outyeach program was added to
help beneficiaries understand the appeals process and
the role of the PRO. 1In additior, an independent

contractor was hired to evaluate the performance of the

PRO corntracts, including the assessment of quality of
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care review. These changes ir the PRO review effort
were designed to increase detection of premature
discharges; to improve review of care in the hospital,
particularly the detection of situations where
underservice may impact the quality of patient care; and
to improve the patient's understanding regarding their
rights and appeals under the new system, No changes
were made in the review of post-hospital care ;ther than

to assess whether discharge planning is appropriate.

The appeals process was not modified.

Irn addition to the above actiors, research has been
iritiated by HCFA, the Prospective Payment Assessment
Commissior, and other orgarizatiors to review ways to
improve monitoring of quality of care under PPS. The
results of these studies will be used to assist PROs to
monitor quality of care irn the future. Several major
studies are highlighted below. Some of the early
results of these studies are included earlier in paper.
Many of the final results will not be available until
1988 because data first must be collected before

analysis car be undertaker.

A study by the Rand Corporation will specifically
measure the impact of PPS on the quality of care to
Medicare patients. It will review patients in 6

categories in 4-6 states hefore ard after PPS. The
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aralysis will consider whether the medical treatment
choices were proper and if they were different when the
cost factor was introduced. Rarnd also will conduct a
study.on how to develop measures that will detect
quality of care problems ir. an individual hospital,

HCFA and its contractors also are conducting studies
that use existing data to examine outcomes of hospital
care on the health status of Medicare patients, for
example, to de€tect changes irn patient death rates and to
mor.itor charnges irn hospital utilzation patterns such as

average lergths of stay,.

The Oregor. Health Systems Agency is reviewing
patients ir 5 diagnostic categories to determine if
patients were more deperdent (i.e., needed more
assistarnce in caring for themselves) at the time of
discharge from a PPS hospital than they were wher

hospitals were paid on cost reimbursemert.

A study by the American Medical Association and
Johris Hopkins Uriversity will assess the impact of PPS

on changes in hospitalization patterns,
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POST-HOSPITAL OUALITY OF CARE

Early studies have raised serijious questions about
the effect of PPS on access to quality care after
hospital discharge, Because PPS was developed to reform
Medicare's hospital payment system, the PRO review
effort and the data PROs were required to collect have
focused or. changes withir the hospital setting. Thus,
little is krnowr. about the availability, appropriateness,

or affordability of post-hospital care.

Arecdotal informatior. has disclosed 2 types of post-
hospital patiert., The first is the patient who leaves
the hospital ard secures adequate post-hospital services
that are covered by existing Medicare payment policies.
Post-hospital services covered by Medicare include up to
100 days ir a SNF, sub-acute care ir a rural hospital
"swing-bed" (when the innatient hospital bed has been
approved by Medicare for externded care), ard ar
urnlimited number of home health visits. Medicare
policies limit payment for these post-acute care
services., For example, a Medicare patient must pay a
large coinsurance ($61.50 per day in 1986) after 20 days
in a SNF. Medicare does not pay for any care in lower
level nursing homes (not "skilled level®"), such as
inrtermediate care facilities, To qualify for the home

health benefit, the Medicare bereficiary must be
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homebound and require intermittent, skilled services.
These restrictions are intended to assure the “"acute”

nature of the post-hospital benefit.

The other type of patient allegedly falls through
the cracks into what some observers call a "no-care
zone”. (21) These patients may either need more care
than current Medicare payment levels and/or coveragéA
criteria permit, or lack access to post-hospital care
because of the non-availability of nursing home beds or
home health services in their communities. It is not
clear how many patients fall into this “no-care" zone.
In several states, post-acute care after di;chargo from
a PPS hospital is being referred to as a new category of
care, sometimes called “transitional® care. Often this
care is provided by a skilled nursing facility, but in
some states, because of a surplus of empty hospital beds
and/or a shortage of nursing home beds, this
"transitional®” care is provided by the hospital with
costs directly billed to the patient. These costs are
not usually covered by existing supplemental health
insurance policies. A study by Interstudy in one state
concludes that to date this practice is small,

representing only 2 percent of Medicare discharges. (22)

HCFA reports that there is no systematic evidence

that access to needed post-hosgpital care has been
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HCFA reports that there is no systematic evidence
that access to needed post-hospital care has been
hampered by PPS, Data or SNF admissions show a one
percert increase ir 1984 over 1983, Use of home health
visits has corntinued to increase, at higher growth rates
thar. before PPS. (23) This growth in post-hospital care
was expected as hospitals discharyed patients to other

settings,

The Natioral Association for Home Care (NAHC) has
expressed corcerr that despite the growth in the number
of home health benefits paid by Medicare, many
berceficiaries are urable to secure necessary post-
hospital care because administrative restrictions have
tightered coverage reguirements. In particular, NAHC
has cited strictey defirnition of the homebound and
intermittent care requirements as incompatible with the
rneeds of patierts who are released from hospitals at arn

earlier stage in their recovery., (24)

In November 1985, the GAO reported that existing
studies of PPS effects do not adequately address the
problem of measuring changes in a patient's condition at
hospital discharge nor the use of, expenditures for,
access to, and quality of post-hospital care. (25)

Since GAO produced its report, a number of new studies

have beer iritiated. ProPAC is assessing hospital
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discharge practices and how well inpatient services are
linked to post-discharge care., ProPAC will also assess
whether increased out-of-pocket costs reduce beneficiary
access to services, Abt Associates is undertaking a
study of Medicare covered hospital, SKF, and home health
services to determine whether patterns of sub-acute care
and beneficiary out-of-pocket costs have changed since
PPS was implemented. An HHS study conducted by System
Sciences will look at the status of a rational sample of
Medicare patierts at hospital discharge including
furctioral status, dependency and severity of illness,
It also will consider the special problems of elderly
persons who live alone. 1In addition, the Institute for
Health and Aging at the University of California, Sar
Francisco will assess whether Medicare patients who are
discharged from a PPS hospital have more acute and
complex medical problems than in the past ard assess how
the commurity support system has changed in response to

reduced hospital admissions and shorter lengths of stay.

ISSUES

The prcspective payment system has been successful
in accomplishing its goal of controlling hospital costs,
Although some Medicare beneficiaries may wish to stay in
the hospital one or two days longer thar the physiciar

orders, evidence to date indicates that most Medicare
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bereficiaries continue to receive high quality care both
ir. the hospital, ard from a home health agency or
skilled rursing facility after hospital discharge.
According to ProPAC, the PPS rates are sufficient to
insure quality inpatiert care ard, given informatior
currently available, appropriate payment adjustmerts are
made for hospital arnd patient differences. In addition,
PROs are row in place to review hospital care and their

contracts rnow direct them to detect substardard care,

However, the rew paymert system has stimulated a
recornfiguratior. of the health delivery system that has
shortened hospital stays and increased care in non-
hospital settirgs, The extert to which quality of care
has charged as a result cf these new patterrs of care is
rot clear. Wwhile the reports mertiored in this paper
cite arecdotal eviderce of cases where there may be
quality or access problems, there is no eviderce to
suggest that guality or access probiems are widespread
or that the prospective payment system needs radical
reform at the currert time. The recent reforms
iritiated by the Health Care Financing Admirnistratior
should alleviate some of the transitional problems that
emerged during the implemerntation of the new payment
system, In particular, changes have been made to
correct Medicare berneficiary misirnformation about

Medicare paymert limits ard the process for appeals; ard
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to 1mprove the detection of premature discharges and the
urderprovisior. of care ir the hespital. Wwhether these

reforms ave sufficiert remains to be seen,

Several other juestions have not been addressed by
the eviderce to date. These include whether
bereficiaries are beinqg admitted tc and discharged from
the hospital appropriately; whether access to
appropriate post-hospital services is assured; ard
whether ard how PPS effects are distributed across DRGs,
patients arnd regiors, Research studies have been
iritiated to address these questiors, however, findings
will rot be available for another two years. It 1s rot
clear whether these studies will answer the full rarge
of quality-related guestions or whether there will be
uranticipated problems with the measurement of quality
effects due 1o the lack of pre-PPS baseline, the lack of
agreemer.t or what corstitutes quality care, or technical

difficultiecs in obtairning or intrepretirng the data,

Once the quality problem is defined, potential
reforms reed to be considered, Reforms can be made in
the way that Medicare pays for hospital or post-hospital
care; the way that health delivery is structured; or the
way that quality is measured. In any case, the ability
to make reforms will be constraired by the availability

of funds.
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1t a reform of the paymert system is considered,
several optiors are possible, One approach would he to
modify the currert prospective paymert system for
nospitals., If the problem is defined as insufficient
furds foy certain cases in certain categories,
adjustmenis ¢ould be made in the definition of outlier
paymerts, the method of paymenrt for administratively
recessary days, or the method of adjusting payments for
severity of 1llness, If ore determines that paymert is
insufficient for post-hospital care, one could modify
the methnd or the defirition Medicare currently uses for
rursirg services or home health care. If the problem is
defired as the reed for a continuum of care, it may be
more practical to expand the prospective payment rate to
irclude p3ymert for the erntire episode of care, that is,
for all care recessary to treat the cordition for which
the patiert was hospitalized, whether the treatment is

previded ir the hospital, home, or rnursing home.

I1f a reform of the health delivery system is
considered, several options are possible. One approach
would be to add rew procedures to the current system to
correct inadequacies. For example, if the problem is
defined as improper patient referral to post-hospital
care services, a correctiorn could be made to require all
hospitals to corduct discharge planrning. A uniform

discharge plarning format, with procedures to assist the
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discharge planner match the patieét to the correct level
of care, could be developed. Criteria to help planners
identify vulnerable groups, such as the frail elderly
who live alone, would also facilitate the resolution of
access problems. If the problem is defined as the need
to assist the beneficiary through the entire episode of
care, one could develop a case management system where
the physician or another person or entity manages the

patient through the system. Given the large volume of

Medicare admissions, this approach may be impractical.

There are several options to reform the system to
review quality of care. One approach would be to
monitor the effectiveness of the expanded PRO quality
review system. Another approach would be to extend the
PRO system to the entire episode of care, including home
and SNF care. A problem might be encountered in
conducting quality review beyond the hospital setting
because review of the quality of outpatient care is even
less sophisticated than measurement of inpatient care.
In addition, the determination of appropriateness of
specific levels of care is in its infancy. Another
approach would be to focus efforts on improving the
definition of quality of care and the tools to measure

the presence or absence of quality services.

38 of 47



VII.

LEGISLATIVE PROPOSALS

The followirg bills have beer irntroduced in the

Serate to improve quality of Medicare services.

S. 7178

Or. March 28, 1985, Sernator Heinz introduced S. 778, the
“Home Care Protectiorn Act of 1985", which provides that
rursirng care ard hoﬁg health aid services may be
provided or. a daily basis as a Medicare covered home
health service with morthly physiciar certification and
thereafter urder exceptional certifications, This bill

is cosporsored by Serators Bradley, Bentser, Pryor and

others,

S. 1620 (RH,R, 3253)

Serator Durerherger introduced S. 1620 on September 10,
1985, a bill to establish a National Council on Access
to Health Care. Among its responsibilities, the Council

would urdertake advisability studies on:

a) the development of a national health care policy to

address the issues of access and quality;
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b) the differences in the quality and availability of
health care services for various economjc and

geographic segments of the population: and

¢) current procedures and mecharisms which are designed
to ensure the quality and availability of health

care services to all individuals,

S. 2114, introduced by Serator Proxmire on February 27,
1986, would fund studies of patient outcomes from
medical and surgical techniques that have been shown to
have wide variations ir use in different geographic
areas. The results would be considered as-a tool to

reduce health care costs.

S. 233. (H.R., 3210)

Oon April 17, 1986 Serator Heinz introduced S, 2331, "The
Medicare Quality Protection Act of 1986", This bill is
designed to improve the quality of hospital inpatient
services under PPS and ensure greater access to post-
hospital services., The Senate cosponsors are Senators
Glern, Durenberger, Kennedy, Bradley, Chafee, Matsunaga,

Cniles, Wilsorn, Riegle, Moynihan, and Dodd.
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S. 2331 was developed as a responte to problems

identified durirg hearings of the Senate Aging Committee

ir the fall of 1985, i.e. that some Medicare patierts

were being released "sicker and quicker" from PPS

hospitals without adequate resources to meet their post-

discharge care reeds, (26) Provisions of the bill aim

to address problems in three areas,

Protect Quality in Acute~Care Settings =-- To.reduce
the risk of patient out-of-pocket costs, the bill
would coordinate the period for beneficiary appeal
after a discharge notice with the same three day
period that the PRO is given to review the appeal.
The bill would require that a writter notice be
giver to the beneficiary with information regarding
Medicare payment for services, beneficiary financial
liability and appeal rights, The bill would peimit
civil monetary penalties to be assessed against
physicians and hospitals who participate in
incentive plans that involve a payment for meeting
specific per-case, length-of-stay or cost targets.
The bill would require HHS to conduct two studies by
January, 1988 -- development of a refined
classification system that adjusts for variations in
severity of illness and case complexity among
patients within each payment category, and an

assessment of whether the current method of
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including payments for administratively necessary
days (payments to hospitals for extra days of care
when a patient must wait for plaZement in a SNF)
should be changed. The bill would require a report
to Congress within 2 years on the adequacy of
existing quality assurance standards for

participating hospitals (krnown as the conditions of

participation),

Improve Access to Post-Hospital Care -- The bill
would require discharge plarnnirng as a condition for
hospitals to participate in the Medicare and
Medicaid programs. It would require clear
guidelines for Medicare paymert for home health ard
SNF care and provide protection for providers wpo
serve certain ineligible persons by makirg permanert
the favorable presumption of waiver of liability
permanent. (This provision permits a SNF or home
health agency to be paid for a small number of cases
later found to be uncovered or medically unnecessary
provided the entity could not have known the payment
would be disallowed. The provider is presumed to
have acted in good faith if its total denial rate
falls below certain levels,) The Secretary is
directed to develop a uniform assessment instrument
to assess post-hospital care needs within ore year

and recommerd whether this method should be used as
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a basis of paymernt. The Secretary also is required
to conduct ar anrual evaluatiorn of the procedures
for assessing quality and access, The provider
would be permitted to represent the beneficiary in

certain cases that are appealed,

3., Expand the PRO Scope of Work -- The PRO review of
quality of care would be extended to post-hospital
settings such as home health agencies and SNFs.
Review would be intensified in the hospital setting
by extending the criteria for review of readmicsions
to 31 days instead of the current 15 days, The bill
would also 2dd a consumer representative to ;ﬁe PRO

board, ard strergther review of patient complaints,
S, 2494

On May 2., 1986, Serator Bradley introduced S. 2494, a
bill which would modify limits on Medicare paymerts for
home health services and to assure that all legitimate
costs are included in the limits, The bill would
mardate hospital discharge planning and require Medicare
rules to follow the Administrative Procedures Act.

Senators Heinz and Glenn are co-sponsors.
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Appendix A
TTENTION MEDIZAZZ PATIENTS .

AMCSSAGE FROM MEDICARE

YOUR RIGHTS A% A VEZTICARE HOIPITAL PATIENT.

* Yeoufave st tttarerene allcf the care that is necessary for the proper
Ciagnos.s nariezivant of youraliness or injury. You should stay in the hospitzl as
long &t it s —20 felly necestary,

* You have 1me rizvt 1 e Ly informed about decisions 2f{ecting your Mecicare
Coverare o ot ant o yaur hcspna’ stay. Do not accept statements that you
MLETIe 1T L en i Ksore yoor "DRGs are up” or your "Alegicare days have run
cul. .

' Youlawmat.ttrtreriosl antiennonces you receive from the hospltal or
NMez.care v zv o e L liro :cwger +oy for your care (that is, ask for a review
errecurs.iereton of rocn g netce, i f you do not agree with it),

TALK TOYOUR D LOTCR FIRST

Youard your c.2tir k7w wore aho Lt your condition and your health care needs than

anyore else, Tre-el: o ;:'; ase quesions about your medical treatment or your

need for cont.-.e2 Froival censult your goctor first. [f your doctor discharges

ca
you {rom tne ?:s;n‘;-‘, e Cec.
interfere in thzt ze:~ wn, I
ysu shoold 1z e
10 ask cuesiic.

At 4

&1 s betayeen you and your doctor. Medicare does not
u have questions or concerns about hospnal serv:ces,
31,601 regxasentative or sociel wouner. Dow'i e sireid

v -

m

PEER REVIEW ORGANIZATIONS

Peer Review Orgamzaxions (PROs) are groups of doctors who are paid by the Federal
government toreiew hospital treatment of Medicare patients. They are responsible
for seeing that Mercare patients receive all the hospital care and only the hospital
care that is necessary for their illness or injury. Also, PROs will respond to your
request(s) for review or reconsideratior of hospital notices stating that Medizare wtll ro
longar cover your hcspital stay,

The name, accress, and phone number of the PRO for this hospital is shown at the
bottom of this notice.

WHEN TO CONTACT THE PEER REVIEW ORGANIZATION

If this hospital or the PRO decides that you no longer need care in the hospital, they
must notify you in writing., This written Notice of Non-Coverage must explain why you
no longer need hospital care; it must be given to you at least 2 days before the hospital
can begin charging you for the care; and it must explain how you can appeal the
decision,

You do not have to leave the hospital in order to appeal a Notice of Non-Coverage.
However, you or your representative should write or call in your appeal within 2 days ot
receiving the Notice, Then, the PRO has 3 working days to complete its review of the
decision and give you a written reply. NOTE: If the PRO agrees with the hospital that
your care is no longer covered under Medicare, you may have to pay for the care
bezinning with the 3rd day alter your receive the hospital notice.

For more inforination about your appeal rights while you are in the hospital contact:

XYZ PEER REVIEW ORGANIZATION, INC. -
123 MEDICAL REVIEW AVENUE
ANYWHERE, U.5.A. 12/19/85

(301) 594-1662

BEST AVAILABLE COPY
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Senator DURENBERGER. This hearing was called by the Finance
Committee Chairman, Bob Packwood. He regrets that he cannot be
here with us today, but he sent me with his button. He is working
to continue the drive on another issue which is critically important
tofthe elderly as well as to the disabled and the public—that of tax
reform.

Bob has a prepared statement that will be inserted in the record
in its entirety, including all of the references to the unique demon-
stration program that he started in Oregon for national averaging
on DRG’s. [Laughter.]

Senator DURENBERGER. The Federal Government's commitment
to health care has traditionally centered around two primary na-
tional objectives, that of assuring access to health care and high
quality health ceare for all Americans.

Twenty years ago, Congress established Medicare as a way of de-
livering on that commitment for this country’s elderly and dis-
abled; but in the year 1966, the first year of Medicare, our defini-
tion of quali‘tiy was quite different from what it is today. In fact, by
today’s standards, access was given much greater emphasis than

uality in a system that was often characterized by long stays in
the hospital and patients who were examined but not treated and
cared for but not cured.

In the past 20 years, however, advances like intensive care units
and amazing new diagnostic tools, pacemakers, bypass surgery,
cancer therapies, and same-day cataract operations have changed
the definition of qualisy medical care for all Americans.

For the elderly and disabled, in particular, the hospital is no
longer simply a place to convalesce or to die. Now, thanks to ad-
vances in medical science, the hospital can be a place to renew and
even improve life.

With all these advances in modern medicine, howevér, have
come new challenges. New more expensive procedures and devices,
when combined with Medicare’s financing arrangements, resulted
in better access to effective care to beneficiaries; but it also result-
ed in tremendous increases in costs for both beneficiaries and for
the American taxpayer.

The Medicare money machine very naturag{ led hospitals, doc-
tors, and their patients to think that more medicine was automati-
cally better medicine. Eventually, concern rose among many Amer-
icans that the more-is-better practice standard was not only too
costly but also might mean too much medicine, particularly in the
case of expensive hospital services.

These concerns led to a traditional regulatory response on the
part of the Government with certificate-of-need legislation and the
fenesis of the professional standards review organizations and,

ater; the peer review organizations which I helped to develop.
Action on the regulatory side, however, was only part of the
answer. Payment reform?xlad to be the major driving force to bring
incentives for providers in line with the actual needi of the benefi-
ciaries.

The advent of per-case pricing for hospitals in 1983, payment by
diagnosis-related groups, replaced the traditional cost-based pay-
ment system and brought with it a new day in hospital care for
Medicare and millions of Americans it served.
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Now, instead of more is better, the new. Medicare payment
si;stem sends doctors and hospitals a signal that patient care
should be managed carefully and that patients should receive only
the care that they need. And these significant reforms are workin,
largel% as intended. Hospitals and other providers have respond
well. The new system has given the Medicare Hospital Trust Fund
a new lease on life, and it has given efficient hospitals the abilit
to make the profit margins necessary to maintain their future fi-
nancial viabilities.

The signals of the new Medicare payment system have been
clear to hospitals and doctors, but they have not been as clear to
the elderly and to the disabled Medicare beneficiaries. Many pa-
tients have been confused about what quality can mean when they
are directed away from traditional hospital settings for treatment
or for discharged after short hospital stays.

And many older Americans are concerned that the new payment
systems leaves the potential for groviders to short sheet patients on
quality. These concerns have led at least some older Americans to
conclude that they may be worse off under the new Medicare phi-
losophy than they were in the past.

We must now confront the risks of an approach which seems to
be saying that less is better. The Finance Committee and its
Health Subcommittee are indebted to our distinguished colleague,
Senator John Heinz, and his Select Committee on Aging, for the
very appropriate leadership that they have taken in moniborin%
the reaction of elderly Americans to changes in doctor and hospita
behavior as a result of the new Medicare payment system. His,
these, and other concerns which have been raised about the effect
on quality of recent Medicare changes are at the heart of today’s
hearings. |

To put it quite bluntly, we want to know whether and to what
extent hospit